This article examines the effect of organizational forms on corporate dividend decisions by exploring the differences in dividend payout ratios between mutual and stock property-liability (P-L) insurers in the U.S. Our large sample evidence suggests: a) mutual insurers tend to have a lower dividend payout ratio than stock insurers and the observed difference is about 4 percentage points, holding other factors constant; b) mutual insurers tend to adjust dividend payout ratios toward their long-run target levels more slowly than stock firms. These results are consistent with the capital constraints and/or greater agency costs of equity in mutual insurers.
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Introduction
Explaining dividend payout patterns has long been an interesting research issue in finance literature. This is because dividend policy not only represents an important signal about a firm's future growth opportunities and profitability (e.g., see Lintner 1956; John and Williams 1985) , but also concerns agency problems between stockholders and managers, stockholders and debtholders (e.g., see La Porta et al. 2000) . Froot et al. (1993) further argue that dividend policy plays a direct role in coordinating firms' financing and investment decisions. Some recent dividend studies (e.g., Dewenter and Warther 1998; La Porta et al. 2000; Short et al. 2002) have focused on how ownership and governance structures affect corporate dividend policies.
In this study, we explore the effect of organizational forms on corporate dividend decisions -a topic not hitherto been investigated in the literature. Specifically, we compare the dividend payouts of mutual and stock property-liability (P-L) insurers in the United States (U.S.) (hereafter as "mutuals" and "stocks", respectively). The U.S.
insurance industry serves as an interesting setting within which to investigate dividend decisions of firms of different organizational forms, since a large number of stock firms (that are owned by stockholders) and mutual firms (that are owned by policyholders) coexist in this industry (Morse 2000) . Mutuals differ from stocks in their ability to deal with agency problems and to raise external capital. Specifically, by merging the owner and policyholder functions, mutuals are efficient in mitigating the owner-policyholder incentive conflicts whereas stocks have advantages in controlling the owner-manager agency problems (Mayers and Smith 1981) . Compared with stocks, mutuals have no access to stock markets and therefore have a weaker ability to raise capital (Cummins and Doherty 2002; Harrington and Niehaus 2002) . As we will explain later, these two differences have implications for dividend policies of mutuals and stock firms. Focusing on a single industry in which all sample firms are subject to relatively homogenous growth opportunities also helps minimize the confounding effects of inter-industry heterogeneity on dividend decisions.
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Insurance companies may pay dividends to both owners and policyholders.
Therefore, in mutuals, dividends paid to owners are also dividends to policyholders. In contrast, owners (i.e., stockholders) and policyholders of stocks are separate parties.
Stocks may issue participating policies to allow policyholders to share insurers' profits via the payment of policyholder dividends, which to some extent help mitigate the incentive conflicts between stockholders and policyholders (e.g., see Garven and Pottier 1995) . However, Garven and Pottier (1995) report that the use of participating policies (and thereby the issue of policyholder dividends) is generally limited and less common for stock P-L insurers compared with stock life insurers.
Several early studies have investigated the dividend decisions in the U.S. life insurance industry. For example, Formisano (1978) models the aggregate dividend payouts (i.e., including dividends to both stockholders and policyholders) of mutual and stock life insurers. His results suggest that dividend decisions of both mutual and stock life insurers tend to follow a "sticky" pattern that reflects their long-term operating results rather than annual fluctuations in earnings. Harrington (1981) examines the impact of group affiliation on stockholder dividend payouts of subsidiary stock life insurers and finds that life insurers significantly increase stockholder dividends after becoming affiliated with a group. He suggests that ownership structure and capital constraints are potentially important factors affecting insurers' dividend decisions. Using a sample of U.S. mutual life insurers, Scordis and Pritchett (1998) show that dividend decisions of mutual life insurers are motivated by a desire to reduce the agency costs arising from managers' discretionary use of free cash flow. However, with few exceptions (e.g., Lee and Forbes 1980; 1982) , dividend decisions of P-L insurers have not been rigorously investigated, particularly from the perspective of organizational forms. 1 3 The significant differences between life and P-L insurance warrant a separate examination of the dividend decisions of P-L insurers (Lee and Forbes 1982; Krishnaswami and Pottier 2001) . For example, compared with long-term and mortality table-based life insurance, P-L insurance is generally short-term, more volatile and less predictable (e.g., due to the occurrence of catastrophic losses) (Achleitner et al. 2002) .
Such differences imply that P-L insurers generally have more volatile underwriting capacity and are more likely to face capital constraints than life insurers. This feature makes capital structure and dividend decisions particularly important to the safe operation of P-L insurers (Lee and Forbes 1982) . Cummins and Nini (2002) note that there have been significant increases in capital ratios in the U.S. P-L insurance industry since the 1990s. Presumably, there are also significant changes in the dividend policies in the P-L insurance industry. Therefore, there is a need for an updated study of dividend decisions in the U.S. P-L insurance industry.
Our study is also motivated by an attempt to fill a perceived gap in the growing body of literature on organizational differences between mutual and stock insurance companies. Prior studies have focused on examining the differences in ownership structure (e.g., Fields and Trtiroglu 1991; Mayers and Smith 1981) , risk profiles (e.g., Lamm-Tennant and Starks 1993) , and operational efficiency/financial performance (e.g., Armitage and Kirk 1994) of mutuals and stocks. However, potential differences in corporate financial decisions (e.g., capital structure and dividend payouts) have generally been neglected. A recent study by Harrington and Niehaus (2002) compares the capital structures of mutual and stock P-L insurers. They contend that, as mutual P-L insurers generally face more capital constraints (e.g., due to the limited access to capital markets and thereby a high cost of raising external capital), they should have higher target capital ratios and should adjust toward their targets more slowly than stock P-L insurers. Their findings provide support for these predictions. Anecdotal evidence suggests the importance of dividend policies in the financing decisions of P-L insurers. Lee and Forbes (1982, p. 277) contend that the adjustment of dividends is the most convenient way for P-L insurers to adjust toward their target level of capital. In another study, Cummins and Danzon (1997) report that the amount of external equity capital raised by 4 P-L insurers is negatively related to retained earnings, suggesting that P-L insurers consider dividend payouts and retained earnings first before resorting to external financing. Given the close link between P-L insurers' dividend and capital structure decisions, our study thus adds to the very limited literature on the differences in the financial decisions of different types of insurers (Harrington and Niehaus 2002, p. 160) .
Our primary purpose is to investigate the difference in dividend payout ratios between mutuals and stocks. In explaining the possible difference, two strands of theoretical arguments -the capital-constraint hypothesis and the agency-based arguments -are germane. The capital-constraint hypothesis argues that since mutuals have no access to stock markets and face greater capital constraints, they are likely to pay a lower rate of dividends than stocks in order to hoard capital, other things being equal.
In contrast, agency theory does not have a clear prediction about the difference in dividend payouts between mutuals and stocks. On one hand, mutuals' advantages in controlling owner-policyholder conflicts result in reduced marginal benefit from holding capital in mutuals (Cummins and Nini 2002) . This implies that unlike stocks that need to keep an adequate level of capital in order to attract and assure policyholders, mutuals can afford to pay more dividends. On the other hand, mutuals' disadvantages in mitigating owner-manager incentive conflicts imply that mutual managers have more opportunities to divert free cash flow to perquisite consumption and so the agency costs of equity in mutuals are likely to be higher than in stocks, other things being equal. Scordis and Pritchett (1998) argue, and find support for the argument (using a sample of mutual life insurers), that in order to relieve the concerns of policyholders, managers of mutuals may practice a more liberal dividend payout policy than stocks. While this is possible, many prior studies (e.g., Wells et al. 1995) also report that the poor control mechanisms present in mutuals (e.g., the lack of market for corporate control and stock options as managerial incentive compensation) often result in little pressure being exerted on managers to distribute profits.
Second, we also examine the difference in the speed of adjustment toward their target dividend payout ratios between mutual and stock insurers. Because of the lack of stock market pressure and greater capital constraints, mutuals are likely to adjust their 5 dividend payout ratios toward the long-run target levels more slowly than stocks, other things being equal. This means that the dividend payouts of mutuals may deviate from their long-run targets more frequently than stock firms.
Our results from a large sample of unaffiliated U.S. P-L insurers suggest that mutuals' dividend payout ratio is on average about 4 percentage points lower than the total dividend payout ratio of stock insurers. In addition, both stock and mutual insurers' dividend payouts appear to be "sticky", however, mutuals tend to adjust toward their target dividend payout ratios more slowly than do stock insurers. These results, robust to different proxies of dividend payouts, are consistent with the capital constraints and/or greater agency costs of equity in mutual insurers.
One contribution of the current study to the dividend literature is that we show that different organizational forms (mutuals versus stocks) can help shape different corporate dividend policies. Our study also provides an extension to prior studies investigating the differences between mutuals and stocks. For example, our results can help explain the observed higher target capital ratios in mutual insurers reported in Harrginton and Niehaus (2002) .
The rest of this article is organized as follows. Section 2 analyzes the role of dividend policies in P-L insurers' financing decisions and develops our hypotheses. In Section 3 we motivate some key determinants of dividend payouts. Section 4 describes our data and methodology. Section 5 reports the empirical findings and Section 6 concludes the article.
Hypotheses Development
The Role of Dividend Decisions in P-L Insurers' Financing Decisions
Earnings retention and dividend policy are likely to play an important role in P-L insurers' financing decisions. First, because there is significant information asymmetry between company managers and outside investors about the quality of the company, external financing is costly (e.g., see Myers 1984; Myers and Majluf 1984) . The P-L insurance industry tends to have a volatile operating performance and is prone to 6 catastrophic events. Therefore, P-L insurance managers are likely to have private knowledge of their exposures, future claims and the adequacy of loss reserves that is not easily possessed by external investors and policyholders (Chamberlain and Tennyson 1998; Cummins and Doherty 2002) . Akhigbe et al. (1993) however, the contributions of policyholders (in the form of insurance premiums) are treated as liabilities rather than equity before they are earned on accrual basis in both mutual and stock insurers. Because mutuals have no access to stock markets, they have to rely on retained earnings to build up their equity. Consequently, compared with stocks, mutuals should find it more difficult and costly to raise capital (particularly after a major underwriting loss). Analyzing 98 cases of demutualization, Mayers and Smith (2002) report that many mutuals typically experienced a high sales growth rate and low equity in the years prior to conversion. This suggests that relaxing binding capital constraints and thereby reducing opportunity costs associated with forgone investments is one of the important motivations for demutualization. Harrington and Niehaus (2002) find that, on average, mutual P-L insurers' capital to liabilities ratio is about 10% higher than that of stock P-L insurers. Therefore, the capital-constraint hypothesis implies that, other things being equal, mutuals should have a lower dividend payout ratio than stocks. This suggests that managers in mutual insurers could choose to pay less dividends than in stock insurers so that they have more free cash flow at their disposal.
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Therefore, agency theory does not provide an unambiguous prediction regarding the difference in dividend payouts between mutuals and stocks. Also, it is important to note that the capital-constraint hypothesis and the agency-based arguments are not nonmutually exclusive. As such, we do not make an ex-ante prediction on the possible difference in dividend payouts but leave it to be answered by the empirical investigation.
Variables
Main Variables
In order to test whether mutuals have a lower dividend payout ratio than stocks, we regress two dividend payout ratios on an organizational form dummy (MUTUAL, 1 for mutuals and 0 for stocks), while controlling for other relevant factors (see Section 3.2).
As in Johnson (1995) and La Porta et al. (2000), both dividend payout ratios (DIV 1/2 ) are measured by the actual amount of dividends scaled by the net earnings before dividends.
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Our primary dividend payout proxy DIV 1 is computed by using total dividends, i.e., aggregating dividends to both stockholders and policyholders in stock insurers. This aggregation approach is also adopted in Formisano (1978) and Lee and Forbes (1982) .
Notably, Lee and Forbes (1982, p.285) conclude that P-L stock insurers seem to make their earnings payout decisions on the basis of total policyholder and stockholder dividends rather than considering these dividends separately. On the other hand, Garven and Pottier (1995) note that the use of participating policies (and thereby the issue of policyholder dividends) is generally limited for P-L stock insurers compared with stock life insurers. Therefore, we only use dividends to owners in computing DIV 2 as an alternative proxy for dividend payout ratio. Our results are robust to both proxies.
Other Determinants of Dividend Payouts as Control Variables
We control for several factors that may have important influences on insurers' dividend decisions and their motivations are briefly explained as follows.
7 Other proxies like dividends per share are not available for mutuals. firms often face less information asymmetry between managers and investors (e.g., because of more analyst followings) and hence it is less expensive for them to raise capital than small companies (e.g., Smith 1977). Such reasoning thus suggests that large insurers are likely to have a higher dividend payout ratio than small insurers.
Prior Dividend
Leverage.
A highly levered insurer may find it more difficult and costly to raise additional (debt and/or equity) capital than an insurer with low leverage given the fomer's expected higher possibility of insolvency (Jensen et al. 1992) . As a result, insurers with high leverage may have to rely more on internal financing and thereby result in a lower dividend payout ratio. However, the linkage between leverage and dividends can run the other way -for example, a low dividend payout will lower the debt to equity ratio (Johnson 1995) . In order to control for the influence of leverage over dividend decisions,
we use a measure of before-dividend leverage (LEV) (measured as the ratio of total liabilities to total assets in the year beginning) in the analysis and predict a negative sign on its coefficient.
Growth Opportunities. Lintner (1956) and Froot et al. (1993) suggest that firms facing more growth opportunities need more capital for investment in positive net present value projects (e.g., an attractive takeover) and hence are less likely to pay a high level of dividends than other firms. Myers and Majluf (1984) contend that a firm with more growth opportunities may find it more costly to raise external capital than a firm with limited growth opportunities, as the former typically faces more information asymmetry about the quality of new projects between outside investors and managers than the latter.
Therefore, we expect a negative relation between a firm's growth opportunities and dividend payout ratio. As in Colquitt, Sommer and Godwin (1999), accounting-based annual growth rate in net premium written is used to measure a firm's growth opportunities (GROW). This is because there are no market-based growth proxies for mutual companies. However, it is important to note that such a measure can be noisy Profitability. Insurers' dividend decisions are also likely to be affected by profitability. A highly profitable company is likely to issue more dividends than a less profitable company, all else equal. Following Hardwick and Adams (2002), we control for the effects of both the current and past profitability (i.e., PROF and LAGPROF). As in Todd and McEnally (1974) , PROF is measured by net income before dividends and tax in year t divided by total assets of year t-1 (similar to "return on assets").
Free Cash Flow. In Section 2.2, we discussed the implications of differences in agency costs between stocks and mutuals. However, agency costs associated with free cash flow may also vary from firm to firm of the same organizational form (Scordis and Pritchett 1998). A firm with a large free cash flow faces greater agency costs between managers and owners, which can be lowered by paying more dividends. On the other hand, free cash flow may simply serve as a pool of internal capital, as a result, a firm with a large free cash flow may afford to pay more dividends. 9 We therefore explicitly include a measure of free cash flow in order to control for these possibilities and predict it has a positive effect on dividend payouts. 10 Previous studies (e.g., Scordis and Pritchett 1998) use an after-dividend measure of free cash flow (FCF) (i.e., pre-tax operating and investment income + new capital paid in -income taxes -dividends). In the current study, we use a before-dividend measure of free cash flow by adding back dividends (scaled by total assets). This is important as using an after-dividend measure to examine the dividend decision may induce a contaminating effect on the relation between the dividend payouts and free cash flow.
Earnings Volatility. Insurers with a more volatile earnings stream are likely to use more retained earnings as capital in order to absorb any future higher-than-expected underwriting losses and/or investment shocks. It is also favorable for such insurers to maintain a conservative dividend payout in the first place, as such prudence can help lower the chance that they may be forced to lower dividend payouts subsequently in the event of unfavorable operating experiences and/or new investment needs. This is necessary because the changes in dividend payouts may be perceived by the market as important signals and may induce strong reactions (e.g., see Akhigbe et al. 1993 ).
Following Bradley et al. (1984) and Scordis and Pritchett (1998) , earnings volatility (EARISK) is measured by the standard deviation of the first difference in net earnings before dividends over the previous five years scaled by the average book value of total assets in the same period. For example, the earnings volatility of 1994 is calculated using 9 Because of this, free cash flow is at most a noisy proxy for testing the owner-manager incentive conflict argument in relation to dividend payouts and managerial perquisite consumption. 10 Stock insurers may face another type of agency costs in relation to excessive free cash flow -the costs arising from the incentive conflicts between stockholders and policyholders. Krishnaswami and Pottier (2001) argue that stock life insurers can mitigate the stockholder-policyholder conflicts by issuing more participating policies, where policyholders have the right to share insurers' residual claims. The implication is that stock P-L insurers can also increase policyholder dividends (e.g., by issuing more new participating policies and/or increasing the dividend payouts of existing participating policies) to reduce such agency costs in relation to free cash flow. Therefore, for both mutual and stock insurers, a large aggregate dividend payout can be used to reduce agency costs associated with excessive free cash flow.
13 the earnings of 1989 -1993 . Bradley et al. (1984 14 impacts of this catastrophic loss event on insurers' dividend payout policies in the current study, but leave it as an interesting topic for future research.
One potential difficulty with comparing the dividend payout of mutual and stock insurers is that the result can be confounded by the group status of insurers. Dividend decisions of firms belonging to groups tend to be more complicated than unaffiliated firms. For example, affiliated insurers are exposed to less capital constraints because of the possible funding help from their parent company when needed (Harrington 1981). Lee and Forbes (1982) further note that an affiliated insurer's dividend decision might be dictated by its parent company and the parent company may wish to declare dividends in order to reduce the perceived excess surplus in the subsidiary. However, the NAIC data do not differentiate dividends paid to intra-group firms (and the direction of the payment) from dividends paid to outside investors. As such, we cannot conduct our analysis on the group basis. In the current study, we limit our sample to unaffiliated mutual and stock insurers in order to have a cleaner test of our hypotheses. 12 A similar approach is also taken in Mayers and Smith (1990) where they examine the determinants of the reinsurance use by P-L insurers. We also require a sample firm to be either a stock or a mutual firm throughout the sample period in order to avoid confounding effects of organizational changes on dividend payouts. 13 Reciprocals and Lloyds Syndicates are excluded as they are deemed to be outside the scope of the current study. Our selection criteria resulted in an unbalanced sample of 2,976 firms/years, representing 490 firms. Of which, 1,414 observations are for mutual firms and 1,562 observations are for stock insurers. The unbalanced sample arises as we allow firms to enter or exit our sample (e.g., because of mergers and acquisitions and/or business failures) in order to avoid the survivorship bias and have a robust test of our hypotheses.
Model
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Given that dividend payout ratios are censored at zero, we adopt a Tobit regression model to examine whether there is a difference in the dividend payouts between mutuals and stocks, while controlling for other relevant factors. Dividend payout ratios become negative if a firm incurred a loss in the current year. This creates a discontinuity in the measures since the loss-making firm pays out cash but has a payout ratio less than that of a firm paying no dividends. To avoid such a bias, as in Johnson (1995), observations with negative dividend payout ratios are excluded; this treatment leaves out 107 observations. Specifically, the basic model to be estimated is as follows:
2 ). All the other variables are defined in Sections 2 and 3. Table 1 also shows that in our sample, about 37.5% of stock insurers issued dividends as opposed to 11.5% for mutual firms paying dividends. Therefore, stock firms in the sample appear to issue dividends more frequently than do mutuals. Also, the mean dividend payout ratio is about 5.5% for mutuals as opposed to over 35% for stocks. These results are consistent with the view that mutual firms need to retain more earnings as capital due to their greater capital constraints than stock insurers and/or because the agency costs of equity in mutual insurers are higher than in stock insurers. Table 1 also provides an opportunity to evaluate some existing arguments regarding the differences in operating characteristics between mutual and stock insurers.
Results
Descriptive Statistics and Correlation Analysis
The risk-profile hypothesis (e.g., see Lamm-Tennant and Starks 1993; Morse 2000) , which predicts that mutual insurers are less risky than stock insurers, is supported by comparing the mean/median of LEV and EARISK between mutuals and stocks. In contrast to the finding of Wells et al. (1995) that document a larger (absolute amount of) free cash flow in mutual life insurers than stock life insurers, stock P-L insurers in our sample appear to have a higher free-cash-flow to assets ratio than mutuals. Additionally, consistent with the findings of Harrington and Niehaus (2002), stock P-L insurers tend to be larger and more profitable than their mutual counterparts. The lower leverage ratio in mutuals in our sample is also consistent with the reported higher capital ratio in mutuals by Harrington and Niehaus (2002) , which may be a result of a lower dividend payout ratio in mutuals than stocks.
The managerial discretion hypothesis advanced by Mayers and Smith (1981) states that to compensate for the limited control that mutuals exercise over management, mutuals will tend to operate in business lines that involve limited managerial discretion (e.g., auto, fire and homeowner insurance); while stock firms should concentrate more on lines (e.g., workers compensation, marine insurance and commercial multi-perils) that require more managerial discretion. These arguments obtain some support from our sample data, but it is not immediately clear why mutuals wrote more commercial insurance than stock insurers. Moreover, no significant difference in the growth rate of net premiums written is found between mutuals and stocks.
Garven and Pottier (1995) note that the use of participating policies (and thereby the issue of policyholder dividends) is generally limited for P-L stock insurers. This view is also confirmed by our data. For example, (according to unreported statistics,) the mean stockholder dividend payout is 12.43 million dollars per stock firm/year, whereas that of policyholder dividends is only 1.48 million dollars per stock firm/year. Therefore, not surprisingly, the mean of DIV 1 and DIV 2 are quite close.
[Insert Table 1 here] Table 2 reveals a negative and statistically significant association between dividend payout ratios (DIV 1 and DIV 2 ) and MUTUAL, implying that mutual firms have a lower dividend payout ratio than stocks. As expected, dividend payout ratios are found to be positively correlated with LAGDIV, SIZE, PROF, LAGPROF and FCF, but negatively related to EARISK. This suggests that dividend payout ratios in the U.S. P-L insurers are "sticky". In addition, large, profitable insurers and/or firms with a large free cash flow appear to issue more dividends than others; in contrast, insurers with greater earnings risk tend to be more cautious in issuing dividends than others. Also note that our two proxies of dividend payouts are highly correlated (0.91). This confirms that the policyholder dividends paid by stock insurers are limited.
The correlation coefficients between the independent variables are generally moderate (up to 0.53). We also compute variance inflation factors (VIFs) for each independent variable that appears in the regression models; the calculated VIFs are all less than 2. Therefore, there is no evidence of multicollinearity.
[Insert Table 2 here]
Multivariate Results
Dividend Payout Ratios: Mutuals vs. Stocks
We estimate both pooled and year-by-year Tobit models to test our hypotheses.
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We also include year dummies in the pooled analysis in order to control for time-varying factors that are common to all insurance firms (e.g., insurance underwriting cycles). We report standard errors clustered at firm level that are robust to unknown hetroskedasticity and within-firm serial correlation in the pooled analysis given that our sample is a panel data set (see Greene 1999).
We trim the sample at the 99 th percentile of the two dividend payout ratios (and their lags) (about 1.83 and 1.84, respectively) in order to help readers better evaluate the sensitivity of our results. 15 This treatment leaves out 56 and 48 observations in the two models reported, respectively. 14 A Tobit model with fixed-effects cannot be used because of the multicollinearity between the key variable of interest -MUTUAL and fixed-effects. We also tried a Tobit model with random-effects; however it could not converge due to the insufficient intra-company variations in firm-specific error terms. This suggests that a Tobit model with random-effects is not appropriate for our data as the assumption of treating firm-specific error terms as random does not seem to be met (see Greene 1999) . 15 Including these observations generally produced similar results except that in some years, the coefficients on MUTUAL* LAGDIV in Table 4 can be over 1 (see Section 5.2.2).
[Insert Table 3 here] Table 3 reports the results from using DIV 1 . The coefficient of MUTUAL is found to be consistently negative and statistically significant (except in year 2000), suggesting that after controlling for other factors, mutual companies have a lower dividend payout ratio than stock companies. The coefficient of MUTUAL ranges from -0.015 to -0.042, suggesting that mutuals tend to pay a dividend payout ratio about 2~4 percentage points lower than stock firms, holding other factors constant. If using the results from the pooled analysis, the difference is about 4 percentage points. These results reflect the capital constraints and/or the greater agency costs of equity in mutuals.
Additionally, the coefficient of LAGDIV 1 is positive and statistically significant in all the models, thus confirming the "stickiness" of dividend payouts in P-L insurers. On the results of the other control variables, it appears that as expected, larger firms, firms with a lower earnings volatility and/or higher prior profitability generally have a higher dividend payout ratio than other firms. The results from the pooled analysis on LEV, PROF and FCF are consistent with our expectations -that is, insurers with lower leverage, being more profitable, and/or have a larger before-dividend free cash flow tend to have a higher dividend payout ratio. The results of these variables are, however, mixed in the year-by-year analysis. Finally, while the impact of growth opportunities (GROW) on dividend payouts is generally negative, it is only significant in some years. It is plausible that annual growth in net premiums written is a "noisy" proxy given its ex-post nature (Pilotte 1992). Alternatively, as explained in Section 3.2, a firm's growth opportunities may have been partially captured by its size and profitability.
On the effect of by-line business income variables on dividend payouts, it seems that insurers with more premium income derived from homeowner and fire insurance tend to have a lower dividend payout ratio. However, there is not a reliable and evident pattern on the effect of other business income variables on dividend payouts, which may reflect the stochastic nature of P-L insurance businesses.
Partial Adjustment Speed of Dividend Payouts: Mutuals vs. Stocks
Since we find that the dividend payouts of both mutuals and stocks tend to be "sticky", it would be interesting to explore the potential difference in the speed of adjustment to their long-run target dividend payout ratios between mutuals and stocks.
Examining this issue is also necessary as Harrington and Niehaus (2002) show that the capital level of mutual insurers tends to rely more on income and therefore the capital ratio adjusts more slowly to long-run targets than do stocks. We expect mutual firms to adjust toward their long-run target dividend payout ratios more slowly than do stock insurers for the following reasons.
First, the dividend policy of many stock insurers is to maintain a steady growth of dividends that constitute an important part of the total return to investors. The pressure to achieve this aim is particularly high when a stock insurer is publicly listed. Akhige et al. (1993) show that stock prices of listed insurers are sensitive to dividend changes.
Therefore, when dividend payout ratios deviate from their long-run target levels, stock insurers should have strong incentives to quickly restore them to their long-run target levels in order to avoid undesirable adverse market reaction (that can be induced by frequently subsequent changes in dividend payout ratios). In case of favorable financial performance, stocks should have incentives to reflect such performance in their dividend payouts (though the magnitude of the increment in dividend payouts might be modest).
The benefit of doing so is that it can help boost the confidence of both existing and prospective investors. Indeed, because of their better access to equity and debt markets, stocks should be more capable of making dividend adjustment to target payout ratios than mutuals.
By contrast, limited by their weak ability to raise external capital, mutuals are likely to have enhanced incentives to retain earnings as capital in good times in anticipation of future capital shocks. This suggests that the dividend payouts of mutuals should be less reflective of their favorable financial performance than those of stocks.
Indeed, at least historically, mutuals are formed by policyholders whose primary objective is to ensure secure and adequate insurance coverage rather than to maximize 20 investment returns (Morse 2000) . 16 The lower market pressure (e.g., due to the lack of market-traded company stocks) facing mutual insurance managers may further decrease their incentives to adjust dividend payouts back to the long-run target levels in a timely manner in the event of an unexpected deviation. Therefore, we hypothesize that mutual insurers are likely to adjust their dividend payouts toward long-run targets more slowly than stocks, other things being equal.
As a demonstration, suppose the current dividend payout ratio of a mutual P-L insurer is below its long-run target level. After a favorable operational experience, the mutual insurer may be reluctant to significantly increase its dividend payout ratio due to its need to retain more earnings as capital in good times. Therefore, the deviation is expected to persist for some time. In case of an unfavorable operational experience, the mutual insurer may be unlikely to increase its dividend payout ratio due to financial constraints and so the deviation will continue.
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In order to test whether a mutual P-L insurer is likely to adjust the dividend payout ratio toward its long-run target level more slowly than a P-L stock insurer, we include an interaction term MUTUAL×LAGDIV to capture the potential differences in the partial adjustment speed of dividend payout ratios between mutuals and stocks. Since the partial adjustment speed is equal to (1 -the estimated coefficient of LAGDIV), we expect MUTUAL×LAGDIV to have a positive sign. The regression results are reported in Table   4 .
[Insert Table 4 
Robustness Checks
We perform several tests as robustness checks of our findings.
First, we include an interaction term MUTUAL×FCF in the models of Table 3 and 4 in order to see whether the relation between free cash flow and dividend payouts varies between stock and mutual firms. However, in unreported results, the coefficient of this interaction term is never significant, with the results on FCF and other variables unaffected. Therefore, we do not find evidence that the relation between free cash flow and dividend payouts varies between stock and mutual firms. As the coefficient of FCF (a noisy proxy for testing the owner-manager incentive conflicts) is only positive and significant in 3 out of the 8 regressions in Tables 3 & 4 and in 1 out of 8 models in Table   5 , we cannot rule out the possibility that the lower dividend payout ratio observed in mutuals may be due to their acuter owner-manager agency problems. Indeed, this possibility is also recognized in Harrington and Niehaus (2002, p.148) when they find that mutuals tend to have a higher capital level than stock firms.
Second, as another way to deal with extreme values in dividend payouts, we trim the sample by excluding observations with dividend payout ratios (and their lags) over 1 from the analysis. This ends up with a sample with 2,744 and 2,768 observations, respectively. A repeated analysis corresponding to Table 3 and 4 generates similar results and so they are not reported for brevity.
Third, we use an alternative measure of dividend payouts DIV 2 that is computed using only dividends to owners. The results reported in Table 5 are largely comparable to the results from using DIV 1 . Therefore, our finding on the higher dividend payout ratio in 22 stock firms is not driven by the inclusion of policyholder dividends in DIV 1 in stock insurers.
Finally, in an early version of the paper, we include both group affiliated and unaffiliated insurers and a group affiliation dummy in the analysis. Using the sample of 9,142 observations, we find similar results.
Conclusion
Mutual and stock forms of organization are the two predominant corporate forms in the U.S. P-L insurance industry and there is a growing body of literature investigating the differences in firm characteristics between mutual and stock insurers. In particular,
Harrington and Niehaus (2002) find that mutual P-L insurers tend to have a higher target capital ratio and appear to adjust toward their target capital ratio more slowly than stock P-L insurers. Our study extends this literature by comparing the dividend payouts of mutual and stock P-L insurers. Our study also fits in the literature on the impact of ownership structure on corporate dividend policies.
There are two non-mutually exclusive theoretical arguments that could explain the dividend payouts of mutual and stock P-L insurers. The capital-constraint hypothesis posits that due to their higher costs in raising external capital, mutuals practice a lower dividend payout ratio than stocks in order to hoard capital in anticipation of future capital shocks. Agency theory, however, provides ambiguous predictions: a) by eliminating the owner-policyholder incentive conflicts, mutuals can pay more dividends because of the reduced marginal benefit from holding capital in mutuals; and b) because mutuals do not have enough management-control mechanisms (e.g., the market for corporate control and using stocks as incentive-based compensation), the pressure for managers to distribute profit and thereby dividends is low.
Using a large sample of unaffiliated U.S. P-L insurance firms, we find that: a) mutual insurers consistently exhibit a lower dividend payout ratio than stock insurers and the difference is about 4 percentage points; b) both stock and mutual insurers' dividend payouts appear to be "sticky", however, mutuals tend to adjust toward their target dividend payout ratios more slowly than do stock insurers. These results provide more support for the capital-constraint hypothesis and/or the higher agency costs of equity in mutual insurers.
Since Harrginton and Niehaus (2002) find that mutual insurers appear to have a higher target capital level than stock insurers, our results suggest that one reason for the observed higher capital level in mutuals is the lower dividend payout ratio. Therefore, organizational differences in mutual and stock insurance firms do help shape different corporate financial decisions (e.g., dividend policies). Our results also show that mutual P-L insurers at least are less competitive than stock insurers on dividend payouts to owners. Therefore, it would be interesting for future research to further explore the aspects in which mutuals may excel and continue to survive as a corporate form. It is also interesting to examine the dividend payouts of mutual versus stock firms in the banking industry. Finally, using a short time-series (seven years) is a limitation of our study and future studies should use more recent data to assess the tenor of our results. 1. The total number of observations is 2869 and it is based on observations after the exclusion of negative dividend payout ratios (including their lags) that arise due to operating losses. 107 observations were lost due to this exclusion. 2. DIV 1 = the aggregate of policyholder and owner dividends ÷ the current net earnings before dividends. LAGDIV 1 = one-year lag of DIV 1 . DIV 2 = owner dividends ÷ the current net earnings before dividends. LAGDIV 2 = one-year lag of DIV 2 . MUTUAL: 1 = mutual and 0 = stock firms. SIZE = logarithm of total (admitted) assets at the year beginning. LEV = the ratio of total liabilities to the book value of total assets at the year beginning. GROW = annual growth in net premium written. PROF = profitability, measured by the net income before dividends and tax in year t ÷ the total assets of year t-1. LAGPROF = one-year lag of PROF. FCF = annual before-dividend free cash flow ÷ the book value of total assets. EARISK = earnings volatility over the previous five years, computed in the manner of Bradley et al. (1984) . AUTO, HOMEOWN, FIRE, COMPER, INLANDM, OCEAN, ALLIED and WORKER represents the proportion of earned premium income from personal auto physical damage and liability insurance, homeowners insurance, fire insurance, commercial multi-perils, inland marine, ocean marine, allied lines, and workers' compensation, respectively. 3. a,b,c = statistically significant at the 10%, 5% and 1% level (two-tailed). As there are some very high values in the dividend payout ratios, the results are based on a sample after excluding observations with payout ratios over their 99% percentiles. 2. DIV 1 = the aggregate of policyholder and owner dividends ÷ the current net earnings before dividends. LAGDIV 1 = one-year lag of DIV 1 . DIV 2 = owner dividends ÷ the current net earnings before dividends. LAGDIV 2 = one-year lag of DIV 2 . MUTUAL: 1 = mutual and 0 = stock firms. SIZE = logarithm of total (admitted) assets at the year beginning. LEV = the ratio of total liabilities to the book value of total assets at the year beginning. GROW = annual growth in net premium written. PROF = profitability, 29 measured by the net income before dividends and tax in year t ÷ the total assets of year t-1. LAGPROF = one-year lag of PROF. FCF = annual before-dividend free cash flow ÷ the book value of total assets. EARISK = earnings volatility over the previous five years, computed in the manner of Bradley et al. (1984) . AUTO, HOMEOWN, FIRE, COMPER, INLANDM, OCEAN, ALLIED and WORKER represents the proportion of earned premium income from personal auto physical damage and liability insurance, homeowners insurance, fire insurance, commercial multi-perils, inland marine, ocean marine, allied lines, and workers' compensation, respectively. 2 a, b, c : statistically significant at 10%, 5% and 1% (two-tailed), respectively. = the aggregate of policyholder and owner dividends ÷ the current net earnings before dividends. LAGDIV 1 = one-year lag of DIV 1 . MUTUAL: 1 = mutual and 0 = stock firms. SIZE = logarithm of total (admitted) assets at the year beginning. LEV = the ratio of total liabilities to the book value of total assets at the year beginning. GROW = annual growth in net premium written. PROF = profitability, measured by the net income before dividends and tax in year t ÷ the total assets of year t-1. LAGPROF = one-year lag of PROF. FCF = annual before-dividend free cash flow ÷ the book value of total assets. EARISK = earnings volatility over the previous five years, computed in the manner of Bradley et al. (1984) . AUTO, HOMEOWN, FIRE, COMPER, INLANDM, OCEAN, ALLIED and WORKER represents the proportion of earned premium income from personal auto physical damage and liability insurance, homeowners insurance, fire insurance, commercial multi-perils, inland marine, ocean marine, allied lines, and workers' compensation, respectively. 2.
a, b, c : statistically significant at 10%, 5% and 1%, respectively. One-tailed p-values are reported when the sign of a uni-directional variable's coefficient is as expected; otherwise, two-tailed p-values are used. Numbers reported in the parentheses are standard errors. Marginal effects are reported as estimates of coefficients. The pooled analysis reports standard errors clustered at firm level that are robust to unknown heteroskedasticity and within-firm serial correlation. The sample included in the regression has been trimmed at the 99 th percentile of DIV 1 and LAGDIV 1 . = the aggregate of policyholder and owner dividends ÷ the current net earnings before dividends. LAGDIV 1 = one-year lag of DIV 1 . MUTUAL: 1 = mutual and 0 = stock firms. SIZE = logarithm of total (admitted) assets at the year beginning. LEV = the ratio of total liabilities to the book value of total assets at the year beginning. GROW = annual growth in net premium written. PROF = profitability, measured by the net income before dividends and tax in year t ÷ the total assets of year t-1. LAGPROF = one-year lag of PROF. FCF = annual before-dividend free cash flow ÷ the book value of total assets. EARISK = earnings volatility over the previous five years, computed in the manner of Bradley et al. (1984) . AUTO, HOMEOWN, FIRE, COMPER, INLANDM, OCEAN, ALLIED and WORKER represents the proportion of earned premium income from personal auto physical damage and liability insurance, homeowners insurance, fire insurance, commercial multi-perils, inland marine, ocean marine, allied lines, and workers' compensation, respectively. 2.
a, b, c : statistically significant at 10%, 5% and 1%, respectively. One-tailed p-values are reported when the sign of a uni-directional variable's coefficient is as expected; otherwise, two-tailed p-values are used. Numbers reported in the parentheses are standard errors. Marginal effects are reported as estimates of coefficients. The pooled analysis = owner dividends ÷ the current net earnings before dividends. LAGDIV 2 = one-year lag of DIV 2 . MUTUAL: 1 = mutual and 0 = stock firms. SIZE = logarithm of total (admitted) assets at the year beginning. LEV = the ratio of total liabilities to the book value of total assets at the year beginning. GROW = annual growth in net premium written. PROF = profitability, measured by the net income before dividends and tax in year t ÷ the total assets of year t-1. LAGPROF = one-year lag of PROF. FCF = annual before-dividend free cash flow ÷ the book value of total assets. EARISK = earnings volatility over the previous five years, computed in the manner of Bradley et al. (1984) . AUTO, HOMEOWN, FIRE, COMPER, INLANDM, OCEAN, ALLIED and WORKER represents the proportion of earned premium income from personal auto physical damage and liability insurance, homeowners insurance, fire insurance, commercial multi-perils, inland marine, ocean marine, allied lines, and workers' compensation, respectively. 2.
a, b, c : statistically significant at 10%, 5% and 1%, respectively. One-tailed p-values are reported when the sign of a uni-directional variable's coefficient is as expected; otherwise, two-tailed p-values are used. Numbers reported in the parentheses are standard errors. Marginal effects are reported as estimates of coefficients. The pooled analysis
